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§1.652(c)-1

to any other class of income (including
capital gains) included in distributable
net income in the manner provided in
paragraph (b) of this section, except
that any excess deductions attrib-
utable to tax-exempt income (other
than dividends excluded under section
116) may not be offset against any
other class of income. See section 265
and the regulations thereunder. Thus,
if the trust has rents, taxable interest,
dividends, and tax-exempt interest, and
the deductions directly attributable to
the rents exceed the rental income, the
excess may be allocated to the taxable
interest or dividends in such propor-
tions as the fiduciary may elect. How-
ever, if the excess deductions are at-
tributable to the tax-exempt interest,
they may not be allocated to either the
rents, taxable interest, or dividends.

§1.652(c)-1 Different taxable years.

If a beneficiary has a different tax-
able year (as defined in section 441 or
442) from the taxable year of the trust,
the amount he is required to include in
gross income in accordance with sec-
tion 652 (a) and (b) is based on the in-
come of the trust for any taxable year
or years ending with or within his tax-
able year. This rule applies to taxable
yvears of normal duration as well as to
so-called short taxable years. Income
of the trust for its taxable year or
years is determined in accordance with
its method of accounting and without
regard to that of the beneficiary.

§1.652(c)-2 Death of individual bene-
ficiaries.

If income is required to be distrib-
uted currently to a beneficiary, by a
trust for a taxable year which does not
end with or within the last taxable
year of a beneficiary (because of the
beneficiary’s death), the extent to
which the income is included in the
gross income of the beneficiary for his
last taxable year or in the gross in-
come of his estate is determined by the
computations under section 652 for the
taxable year of the trust in which his
last taxable year ends. Thus, the dis-
tributable net income of the taxable
year of the trust determines the extent
to which the income required to be dis-
tributed currently to the beneficiary is
included in his gross income for his
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last taxable year or in the gross in-
come of his estate. (Section 652(c) does
not apply to such amounts.) The gross
income for the last taxable year of a
beneficiary on the cash basis includes
only income actually distributed to the
beneficiary before his death. Income
required to be distributed, but in fact
distributed to his estate, is included in
the gross income of the estate as in-
come in respect of a decedent under
section 691. See paragraph (e) of
§1.663(c)-3 with respect to separate
share treatment for the periods before
and after the decedent’s death. If the
trust does not qualify as a simple trust
for the taxable year of the trust in
which the last taxable year of the bene-
ficiary ends, see section 662(c) and
§1.662(c)-2.

§1.652(c)-3 Termination of existence
of other beneficiaries.

If the existence of a beneficiary
which is not an individual terminates,
the amount to be included under sec-
tion 652(a) in its gross income for its
last taxable year is computed with ref-
erence to §§1.652(c)-1 and 1.652(c)-2 as if
the beneficiary were a deceased indi-
vidual, except that income required to
be distributed prior to the termination
but actually distributed to the bene-
ficiary’s successor in interest is in-
cluded in the beneficiary’s income for
its last taxable year.

§1.652(c)-4 Illustration of the provi-
sions of sections 651 and 652.

The rules applicable to a trust re-
quired to distribute all of its income
currently to its beneficiaries may be il-
lustrated by the following example:

Example. (a) Under the terms of a simple
trust all of the income is to be distributed
equally to beneficiaries A and B and capital
gains are to be allocated to corpus. The trust
and both beneficiaries file returns on the cal-
endar year basis. No provision is made in the
governing instrument with respect to depre-
ciation. During the taxable year 1955, the
trust had the following items of income and
expense:

Rents $25,000

Dividends of domestic corporations 50,000
Tax-exempt interest on municipal bonds . 25,000
Long-term capital gains .........ccccecriiiriiiiiiiiinens 15,000
Taxes and expenses directly attributable to rents 5,000
Trustee’s commissions allocable to income ac-

count ........... 2,600
Trustee’s commissions allocable to principal ac-

count ........... 1,300
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